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ABSTRACT 
 
This study aimed to investigate the moderating effect of external environment (EE) on 
the relationships between Total Quality Management (TQM), Entrepreneurial 
Orientation (EO), Market orientation (MO) and performance (P). The study was 
greatly motivated by the inconsistent findings and the gaps indicated in the 
contemporary literature regarding those relationships. First there were contradictory 
findings between TQM and Performance, EO and Performance and MO and 
Performance relationships. Second, the three strategies; TQM, EO and MO were not 
investigated together within the context of Small and Medium Enterprises (SMEs), 
and third, in the relevant literature, many theories have emphasized the necessity to 
establish the fit between external environment and intended strategies as the key 
success factor. Therefore, this study integrated EE as an important moderating 
variable for the purpose of strategy implementation. Data were collected from SMEs 
operating in the Punjab Province, Pakistan by using questionnaire survey, and a 
random sampling was used for sample selection. 500 questionnaires were distributed 
to SME owner/managers but only 384 of them were returned, giving a response rate of 
77 percent. However, only 367 useable questionnaires were used for further analysis. 
The high response rate was achieved due to the survey instrument being personally 
distributed and emailed by the researcher to the SMEs. The findings revealed that 
TQM and MO were significant predictors of performance, while EO was found 
insignificant to the performance. Meanwhile mixed results were found upon 
investigating the moderating effect of EE on the relationships between TQM, EO, MO 
and performance. The findings of this study provided significant insights for both 
managers and researchers to further understand the effects of implemented strategies 
on performance. Finally, limitations of study and necessary recommendations for 
future research were discussed. 
 
 
Keywords: total quality management, entrepreneurial orientation, market orientation, 
external environment, performance. 
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ABSTRAK 
 
 
Kajian ini bertujuan untuk meneliti kesan penyederhana persekitaran luaran (EE) ke 
atas hubungan-hubungan di antara Pengurusan Kualiti Menyeluruh (TQM), Orientasi 
Keusahawanan (EO), Orientasi Pasaran (MO) dan prestasi (P). Kajian ini 
dirangsangkan oleh penemuan-penemuan tidak konsisten serta jurang dalam literatur 
kontemporari berkaitan hubungan-hubungan tersebut. Pertama terdapat penemuan-
penemuan bertentangan di antara hubungan-hubungan TQM dengan prestasi, EO 
dengan prestasi, dan MO dengan prestasi. Kedua, ketiga-tiga strategi TQM, EO dan 
MO tidak diteliti secara serentak dalam konteks Perusahaan Kecil dan Sederhana 
(PKS), dan ketiga, dalam literatur berkaitan banyak teori telah memberi penekanan 
kepada perlunya padanan diwujudkan di antara persekitaran luaran dengan strategi-
strategi tertentu sebagai faktor utama kejayaan. Justeru, kajian ini telah 
mengintegrasikan EE sebagai variabel penyederhana penting untuk melaksanakan 
strategi berkenaan. Data dipungut daripada PKS yang beroperasi di Wilayah Punjab, 
Pakistan melalui tinjauan kaji selidik, dan persampelan rawak digunakan untuk 
pemilihan sampel. Sebanyak 500 borang soal selidik telah diedarkan kepada 
pemunya/pengurus PKS tetapi hanya 384 telah dikembalikan, memberikan kadar 
respons sebanyak 77 peratus. Bagaimanapun hanya 367 soal selidik boleh guna telah 
digunakan untuk analisis seterusnya. Kadar respons tinggi yang diperoleh adalah 
disebabkan penyelidik secara peribadi mengedar dan mengemelkan kepada PKS. 
Dapatan kajian menunjukkan TQM dan MO mempunyai hubungan signifikan dengan 
prestasi manakala EO tidak menunjukkan hubungan signifikan dengan prestasi.  
Selain itu dapatan bercampur-campur ditemui apabila meneliti kesan penyederhana 
persekitaran luaran (EE) ke atas hubungan-hubungan di antara TQM, EO dan MO 
dengan prestasi.  Dapatan kajian ini telah menyediakan pemahaman signifikan kepada 
pengurus-pengurus dan penyelidik untuk memahami lebih lanjut kesan-kesan 
pelaksanaan strategi ke atas prestasi.  Akhir sekali, limitasi kajian dan cadangan-
cadangan untuk kajian akan datang telah dibincangkan. 
 
 
Kata kunci: pengurusan kualiti menyeluruh, orientasi keusahawanan, orientasi 
pasaran, persekitaran luaran, prestasi. 
 
 
 
 
 
 
 
 
 
 
 
vii 
 
ACKNOWLEDGEMENTS 
All praise and glory to Almighty Allah (Subhanahu Wa Taalaa) who gave me strength 
and patience to carry out this work. Peace and blessings of Allah SWT be upon last 
Prophet Muhammad (Peace Be upon Him) 
 
In completing this research, I am greatly indebted to various wonderful people for their 
assistance and contributions in one way or another. I would like to deeply acknowledge 
the intellectual sharing of many great individuals. 
 
First and foremost, my sincere thanks and gratitude goes to my respected supervisor, 
Prof. Dr. Rosli Mahmood, for providing invaluable assistance, guidance, support, 
encouragement and insightful comments at different stages of this research. Thank you, 
again for all that you did throughout the entire process and made me able to complete 
this study.  
 
I express my deep appreciation to my respected father, mother, brothers and sisters, 
thank you so much for your kind support and prayers. Special thanks also go to my 
nephews Zayan, Rayan and Abdullah and nieces Hania, Urva and Mahnoor for their 
encouragement, constant help and everlasting love. 
 
I am especially indebted to very nice colleagues and cooperative friends surrounding 
me. I would like to thank the kind and brilliant people, Dr. Kabiru Jinjiri, Mukhtar 
Shehu Aliyu, Mohammed Abubakar, Rahimi Abidin and Saida Farhana Sarkam for 
their invaluable help and support throughout PhD journey.  
 
Once again, I am thankful to Almighty Allah for His mercy and countless blessings on 
me from the beginning till the end in the PhD tenure.  
 
 
 
 
 
 
 
 
 
 
viii 
 
TABLE OF CONTENT 
 
 
Title Page 
 
TITLE PAGE i 
 
CERTIFICATION OF THE THESIS  ii 
 
PERMISSION TO USE                                                                                             iv 
 
ABSTRACT                                                                                                               v 
 
ABSTRAK vi 
 
ACKNOWLEDGEMENTS                                                                                      vii 
 
TABLE OF CONTENT                                                                                            viii 
 
LIST OF TABLES xv 
 
LIST OF FIGURES xvii 
 
LIST OF ABBREVIATIONS xviii 
 
LIST OF APPENDICES  xix 
 
CHAPTER ONE: INTRODUCTION                                                               
1.1 Background of the Study 1 
1.2 Problem Statement 9 
1.3 Research Questions 18 
1.4 Research Objectives 19 
1.5 Scope of the Study 19 
1.6 Significance of the Study 20 
1.7 Concepts and Definition of Key Terms 21 
 1.7.1    Performance 21 
 1.7.2    Total Quality Management 21 
ix 
 
 1.7.3    Entrepreneurial Orientation 22 
 1.7.4    Market Orientation 22 
 1.7.5    External Environment 22 
 1.7.6   Small and Medium Enterprise (SME) 22 
1.8 Organization of the Thesis 23 
 
CHAPTER TWO: SMALL AND MEDIUM ENTERPRISES IN PAKISTAN 
2.1 Introduction  24 
2.2 Overview of Pakistan 24 
2.3 General Overview Of Economy Of Pakistan 26 
 2.3.1    Agriculture Sector 27 
 2.3.2    Manufacturing Sector in Pakistan 28 
 2.3.3    Service Industry in Pakistan 30 
2.4 Background of SMEs and its Importance  32 
 2.4.1    Anatomy of SMEs in Pakistan 33 
 2.4.2    Small and Medium Sized Enterprises-Definitions 36 
 2.4.3    Critical Issues and Challenges of SME Sector 38 
 2.4.4    Contribution of SME in Pakistan Economy 39 
2.5 Summary 39 
 
CHAPTER THREE: LITERATURE REVIEW                                                          
3.1 Introduction 41 
3.2 Performance  41 
 3.2.1    Performance Definition 43 
 3.2.2    Measurement of Performance 43 
3.3 Concept of Total Quality Management 45 
x 
 
 3.3.1    Definition of TQM 46 
 3.3.2    Historical Development of Total Quality Management 47 
 3.3.3  Quality Concepts by the Quality Management Gurus and 
TQM Theories 
49 
 3.3.4 Literature Review on Total Quality Management 50 
 3.3.5    TQM and Performance of SMEs 57 
3.4    Entrepreneurship 67 
 3.4.1 Definition of Entrepreneurial Orientation 69 
 3.4.2 Literature Review on Entrepreneurial Orientation (EO) 70 
 3.4.3 Uni-dimensionality vs Multi-dimensionality of EO   
Construct 
74 
   3.4.4 Entrepreneurial Orientation and Performance of SMEs 76 
 3.4.5 Dimensions of Entrepreneurial Orientation (EO) 78 
 3.5  Market Orientation (MO) 82 
 3.5.1 Definition of Market Orientation 83 
 3.5.2 Literature Review on Market Orientation 83 
 3.5.3 Dimensions of Market Orientation 86 
 3.5.4 Uni-dimensionality vs  Multi-dimensionality of  MO 
Construct 
88 
 3.5.5    Market Orientation and SMEs performance 90 
3.6 Integration between TQM, Entrepreneurial Orientation (EO) and 
Market Orientation 
92 
3.7 Rationality of External Environment Variable as a Moderator 95 
3.8 Theoretical Framework 99 
3.9 Hypotheses Development 100 
 3.9.1 Total Quality Management and Performance 100 
xi 
 
 3.9.2 Entrepreneurial Orientation and Performance 103 
 3.9.3 Market Orientation and Performance 105 
 3.9.4 External Environment Moderates the Relationship between  
TQM and Perforamnce 
107 
 3.9.5   External Environment Moderates the Relationship between  
EO and Perfomance 
108 
   3.9.6   External Environment Moderates the Relationship Between 
MO  and Performance 
109 
3.10      Underpinning Theory of Study 110 
 3.10.1 RBV Theory (Resource-Based View of the Firm) 111 
 3.10.2 The Contingency Theory   113 
 
3.11 
 
Summary 115 
 
CHAPTER FOUR: METHODOLOGY                                                           
4.1 Introduction   116 
4.2 Research Design  116 
4.3 Target Population 118 
4.4 Sampling Frame 119 
4.5 Sample Size 121 
 4.5.1 Sampling Technique 122 
4.6 Data Collection Method 122 
4.7 Unit of Analysis 124 
4.8 Key Respondents 124 
4.9 Survey Instrument  125 
 4.9.1 Performance Measurement Scale 127 
 4.9.2 Total Quality Management Measurement Scale 129 
 4.9.3 Entrepreneurial Orientation Measurement Scale 131 
xii 
 
 4.9.4 Market Orientation Measurement Scale 132 
 4.9.5 External Environment Measurement Scale 134 
4.10 Questionnaire Design 135 
4.11 Pilot Test  137 
4.12 Data Analysis 139 
 4.12.1   Cleaning and Screening the Data  139 
 4.12.2 Descriptive Analysis 139 
 4.12.3 Factor and Reliability Analysis  140 
 4.12.4 Correlation Analysis  140 
 4.12.5 Preparing Data for Multivariate Analysis 140 
 4.12.6   Multiple Regression Analysis  141 
 4.12.7   Hierarchical Regression Analysis  141 
4.13 Summary 141 
CHAPTER FIVE: RESEARCH FINDINGS  
5.1 Introduction  142 
5.2 Data Collection Process and Survey Responses 142 
5.3 Non Response Bias 144 
5.4 Sample Composition of Respondents 146 
5.5 Data Cleaning 150 
 5.5.1    Detection of Missing data 151 
 5.5.2    Outliers 151 
5.6 Descriptive Analysis of the Construct 152 
5.7 Factor Analysis of the Research Instrument 153 
 5.7.1    Steps Involved in Factor Analysis 154 
 5.7.2    Factor Analysis of Performance (P) 155 
xiii 
 
 5.7.3 Factor Analysis of Total Quality Management (TQM) 156 
 5.7.4    Factor Analysis of Entrepreneurial Orientation (EO) 158 
 5.7.5    Factor Analysis of Market Orientation (MO) 160 
 5.7.6 Factor Analysis of External Environment (EE) 161 
5.8 Assumptions of Multiple Regressions 163 
 5.8.1 Normality 163 
 5.8.2    Linearity 163 
 5.8.3    Homoscedasticity 164 
 5.8.4 Multicollinearity 165 
5.9 Correlation Analysis 167 
5.10 Hypotheses Testing Procedures 167 
5.11 Multiple Regression Analysis 168 
 5.11.1 Results of Regression Analysis 168 
 5.11.2 Hierarchical Regression Analysis Results to Examine the    
Moderating Affect 
170 
5.12 Summary 173 
CHAPTER SIX: DISCUSSION, CONCLUSIONS AND 
RECOMMENDATIONS 
 
6.1 Introduction 174 
6.2 Summary of the Study 174 
6.3 Discussion on the Research findings 177 
 6.3.1  TQM and Performance 177 
 6.3.2  EO and Performance 179 
 6.3.3  MO and Performance 181 
 6.3.4  The Moderating Role of External Environment 183 
6.4 Contributions of the Study 185 
xiv 
 
 6.4.1  Theoretical Contribution 186 
 6.4.2  Managerial Contribution 187 
6.5 Limitations of the Study 190 
6.6 Suggestions for Future Research 192 
6.7 Conclusions 194 
 REFERENCES 197 
 APPENDICES       
             
279 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
xv 
 
LIST OF TABLES 
 
Tables  Page 
Table 1.1 Importance of SMEs to the National Economies of 
Different Countries  
2 
Table 2.1 Agriculture Growth Percentages from 2005-2012 28 
Table 2.2 Group-wise Growth and Points Contribution Rate of LSM 
for the Month of July-March 2011-2012 vs.July-March 
2010-201 
29 
Table 2.3 Classification of Services Sector in Pakistan 31 
Table 2.4 Province Wise Distribution of SMEs in Pakistan 34 
Table 2.5 SME Share in Sub-Sector 36 
Table 2.6 SME Definition by SMEDA  37 
Table 3.1 Characteristics of Different Stages in TQM 48 
Table 3.2 Summary of Studies Related to the Relationship between 
TQM and Firms’ Performance 
54 
Table 3.3 Critical Success Factors used in this Study and Studied by 
Different Researchers 
67 
Table 3.4 Summary of Studies Related to the Relationship between 
EO and Firm’s Performance 
72 
Table 3.5 Summary of Studies Related to the Relationship between 
MO and Firm’s Performance 
86 
Table 4.1 Performance Scale  129 
Table 4.2 Total Quality Management Scale 129 
Table 4.3 Entrepreneurial Orientation Scale 132 
Table 4.4 Market Orientation Scale 133 
   
xvi 
 
Tables  Page 
Table 4.5 External Environment Scale 135 
Table 4.6 Description of Questionnaire 137 
Table 4.7 Reliability Analysis of the Construct 138 
Table 5.1 Summary of Response Rate 144 
Table 5.2 Non Response Bias Test 145 
Table 5.3 Distribution of the Respondents by Demographic Variables 146 
Table 5.4 Firm Profile 148 
Table 5.5 Descriptive Statistics of the Constructs 153 
Table 5.6 Results of the Factor Analysis for Performance 155 
Table 5.7 Results of the Factor Analysis for Total Quality 
Management 
157 
Table 5.8 Results of the Factor Analysis for Entrepreneurial 
Orientation 
159 
Table 5.9 Results of the Factor Analysis for Market Orientation 160 
Table 5.10 Results of the Factor Analysis for External Environment 162 
Table 5.11 Tolerance and VIF Values 166 
Table 5.12 Pearson Correlation Analysis 167 
Table 5.13 Multiple Regression Result between TQM, EO, MO and 
Performance 
169 
Table 5.14 Hierarchical Regression Result 172 
Table 5.15 Summary of the Results of Hypotheses Testing 172 
 
    
 
xvii 
 
LIST OF FIGURES 
 
Figures  Page 
Figure 2.1 Large Scale Manufacturing Growth (percent) 1999-00 till 
2008-09 (July-March)  
30 
Figure 3.1 Theoretical Framework of the Study 99 
Figure 5.1 Testing Normality using Normal Probability Plot 164 
Figure 5.2 Scatterplot of the Residuals 165 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
xviii 
 
LIST OF ABBREVIATIONS 
 
EE 
 
External Environment 
EO 
 
Entrepreneurial Orientation 
FPCCI Federation of Pakistan Chamber of Commerce and Industries 
 
KMO  
 
Kaiser-Meyer-Olkin 
MBNQA 
  
Malcolm Baldrige National Quality Award 
MO 
 
Market Orientation  
P 
 
Performance 
RBV Resource Based View 
 
ROI Return on Investment 
 
SME Small and Medium Enterprise 
 
SPSS Statistical Package for Social Science 
SMEDA Small and Medium Enterprise Development Authority 
TQM Total Quality Management 
 
UNIDO United Nations International Development Organization. 
VIF Variance Inflation Factor  
  
  
 
 
 
 
 
 
xix 
 
LIST OF APPENDICES 
 
Appendix  Page 
Appendix 1 Questionnaire 279 
Appendix 2   Demographic Data Frequencies 288 
Appendix 3 Results Of Factor Analysis 292 
Appendix 4   Reliability Test 299 
Appendix 5 Multiple Regression Analysis 302 
Appendix 6 Hierarchical Regression  303 
1 
 
CHAPTER ONE 
INTRODUCTION 
1.1 Background of the Study 
The globalization of economic activities in the 21
st
 century had led to free flow of 
tangible and intangible resources among the countries in Asian continents and world at 
large (Lan & Wu, 2010). The vital role of SMEs (small and medium enterprises) cannot 
be denied in this competitive and challenging business world. Several researchers such 
as, Acs and Audretsch (1990) and Brock and Evans (1986) examined that SMEs have 
the capability to create employment opportunities and are initiator in innovation domain. 
In keeping with the above discussion, research conducted by Jutla, Bodorik and 
Dhaliwal (2002) observed the vital importance of SMEs and considered them as the 
impetus of economic growth in all countries.  
History revealed that SMEs existed since time immemorial, even in the Holy Bible; 
there is an explanation about small scale trade, existed between individuals (Kongolo, 
2010). It has been witnessed that most of the existing large organizations have their 
foundation and origin in small and medium enterprises (SMEs). Dana (1988) pointed 
out that SMEs lead to larger organizations and later into multinational companies. SMEs 
worldwide are considered as the engine of economic growth, as they play an important 
role in poverty alleviation through job creation and a breeding ground for entrepreneurs.  
Most of the developing countries have realized the extreme benefits from SMEs and 
significance of the SMEs towards productivity of the country  (Jasra, Khan, Hunjra & 
Rehman, 2011). SMEs contribute to industrialization by developing and strengthening 
The contents of 
the thesis is for 
internal user 
only 
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